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but are not limited to, violations of 
promissory note provisions, loan or 
grant agreement provisions, regu-
latory, or other Agency requirements, 
including requirements imposed on a 
borrower through a workout agreement 
developed in accordance with § 3560.453. 

(b) Monetary defaults. A monetary de-
fault exists when any amount due to 
the Agency or a third party (such as 
real estate taxes and insurance) under 
a promissory note, loan or grant agree-
ment, workout agreement, or other 
agreement remains due more than 30 
days after the due date. 

(c) Nonmonetary defaults. A nonmone-
tary default exists when a borrower 
fails to correct a compliance violation, 
other than a monetary amount past 
due, within the time period specified in 
a compliance violation notice issued in 
accordance with § 3560.354. Nonmone-
tary defaults include, but are not lim-
ited to, failure to: 

(1) Operate and manage a housing 
project in accordance with the Agency 
approved management plan or Agency 
requirements; 

(2) Maintain the physical condition of 
a housing project in a decent, safe, and 
sanitary manner and in accordance 
with Agency requirements; 

(3) Keep general operating expense, 
reserve, and other financial accounts 
related to a housing project at required 
funding levels; 

(4) Occupy rental units with eligible 
tenants, unless granted an exception 
by the Agency; 

(5) Charge correct rents or to cor-
rectly calculate net tenant contribu-
tions, utility allowances, or rental as-
sistance payments or to properly ad-
minister the Agency rental assistance 
assigned to the housing project; 

(6) Submit required annual financial 
reports to the Agency within time peri-
ods specified in § 3560.308; 

(7) Submit management plans, leases, 
occupancy rules, and other required 
materials to the Agency in accordance 
with Agency requirements; and, 

(8) Comply with applicable Federal 
laws including laws related to civil 
rights, fair housing, disabilities, and 
environmental conditions. 

(d) Default notice. When borrowers are 
in default, the Agency will notify bor-
rowers, in writing, that they are in de-

fault. The default notice will identify 
the compliance violation that led to 
the default, will specify actions nec-
essary to cure the default, and will es-
tablish a date by which the default 
must be cured to preclude Agency initi-
ation of enforcement actions, liquida-
tion, or other actions. 

(e) Agency action. If a borrower fails 
to cure a default within the time pe-
riod specified in the default notice, the 
Agency may initiate the enforcement 
actions described in § 3560.461 or liq-
uidation as described in § 3560.456. Also, 
Agency compliance violation notices 
and related default notices may be re-
ferred to Federal, state, and local agen-
cies with jurisdictions related to the 
violations for handling, in accordance 
with their requirements. 

§ 3560.453 Workout agreements. 

(a) General. (1) Prevention or resolu-
tion of compliance violations or de-
fault cures are a borrower’s responsi-
bility. 

(2) A borrower may develop and sub-
mit to the Agency for approval a work-
out agreement that proposes actions to 
be taken over a period of time to pre-
vent or correct a compliance violation 
or to cure a monetary or non-monetary 
default. 

(3) A borrower developed workout 
agreement may propose, but is not lim-
ited to, the following actions: 

(i) A combination of one or more of 
the special servicing actions outlined 
in §§ 3560.454 and 3560.455; 

(ii) A change in operations and man-
agement at a housing project; or 

(iii) A commitment of additional fi-
nancial resources to the housing 
project with the amount and source of 
the additional resources to be com-
mitted to the housing project specifi-
cally identified. 

(b) Workout agreement approval. (1) 
The Agency is under no obligation to 
approve a workout agreement as sub-
mitted by a borrower or to act with 
forbearance when a housing project is 
in monetary or non-monetary default. 

(2) Borrower developed workout 
agreements may not be implemented 
until the borrower receives written ap-
proval from the Agency. 
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(3) The Agency will only approve a 
workout agreement if the Agency de-
termines that the actions proposed are 
likely to prevent or correct compliance 
violations or cure a default and ap-
proval is in the best interest of the 
Federal Government and tenants. 

(4) The Agency will only approve a 
workout agreement if the proposed ac-
tions are consistent with the bor-
rower’s management plan. If proposed 
actions are not consistent with the 
borrower’s management plan, applica-
ble revisions to the borrower’s manage-
ment plan must be made before ap-
proval of the workout agreement is 
given. 

(c) Workout agreement required con-
tent. (1) Workout agreements submitted 
to the Agency for approval must be in 
writing and signed by the borrower. 
Workout agreements must describe 
proposed actions in sufficient detail to 
demonstrate the likelihood of the ac-
tions to prevent or correct compliance 
violations or cure defaults. 

(2) At a minimum, workout agree-
ments must include the following. 

(i) The name and address of the hous-
ing project, project number, borrower’s 
tax identification number, and other 
information necessary to identify the 
housing project. 

(ii) A description of the potential or 
actual compliance violation or default 
situation, including an explanation of 
related causes, such as cash flow con-
cerns, budget revisions, deferred main-
tenance, vacancies, or violations of 
statutes. 

(iii) A definition and description of 
the housing project’s market area, in-
cluding information on housing avail-
ability, rents, and vacancy rates in the 
market area. 

(iv) A description of the proposed ac-
tions to prevent or correct compliance 
violations or to cure defaults along 
with a date specific schedule indicating 
when interim and final actions will be 
taken to correct the compliance viola-
tion or cure the default. 

(v) A description of financial and 
other resources necessary to prevent or 
correct the compliance violation or 
cure the default including an identi-
fication of the sources for such re-
sources. 

(d) Workout agreement budgets. Budget 
revisions submitted as a part of a 
workout agreement for a housing 
project experiencing cash flow prob-
lems must prioritize cash disburse-
ments in the following order: 

(1) Prior lienholder, if any; 
(2) Critical operating and mainte-

nance expenses, including taxes and in-
surance; 

(3) Agency debt payments; 
(4) Reserve account requirements; 

and 
(5) Other authorized expenditures. 
(e) Workout agreement terms and can-

cellation. (1) Workout agreements shall 
be in effect for no longer than a 2-year 
time period, beginning on the date of 
Agency approval. If an approved work-
out agreement calls for actions that 
extend beyond a 2-year period, bor-
rowers must submit an updated and, if 
necessary, revised workout agreement 
to the Agency for approval. The up-
dated workout agreement must be sub-
mitted to the Agency, 30 days prior to 
the expiration of the workout agree-
ment in effect. 

(2) The Agency may cancel a workout 
agreement at any time if the borrower 
fails to comply with the terms of the 
agreement. The Agency will provide 
notice to the borrower upon cancella-
tion of the workout agreement. 

§ 3560.454 Special servicing actions re-
lated to housing operations. 

(a) Changing rents or revising budgets. 
The Agency may approve a borrower 
request for a rent change, rent incen-
tives, or a revised budget, at any time 
during a housing project’s fiscal year. 

(b) Occupancy waivers. If the Agency 
determines that a housing project with 
high vacancies could be kept oper-
ationally and financially viable by al-
lowing the borrower to accept as ten-
ants persons with incomes above the 
income eligibility standards specified 
in § 3560.152(a), the Agency, in writing, 
may grant the borrower an occupancy 
waiver to allow such persons as ten-
ants. Occupancy waivers will be in ef-
fect only during the time period speci-
fied by the Agency when the waiver is 
granted. In addition, borrowers must 
rent to all eligible applicants on the 
housing projects waiting list prior to 
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